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VENEZUELA: KEY ECONOMIC INDI“ATORS 
(Money value in millions Of dollars except where noted) 


INCOME , PRODUCTION , EMPLOYMENT 1981 1982 % change 


(1)GNP at Current Prices 68,409 n.a 
(1)GDP at Current Prices 67,487 69,367 
(1)GDP at 1968 Prices 17,818 17,923 
ica. GDP at Current Prices 4,716 4,716 
(uU.S.$) 
(1)Disposable National Income 63,211 n.a 
(5)Unemployment Rate % 6.3 va 
(1)Plant and Investment Equipment 15,786 18,279 
(4)Avg.Industrial Wage(blue collar 698 n.a 
U.S.$ Monthly) 
PRODUCTION 
(4)Crude Petroleum (1,000 Avg.B/D) 2,108 1,895 
(4)Iron Ore (Mill.of MT) 16 12 
(4)Aluminum Ingots(Thous.of MT) - 314 273 
(2)Cement(Thous.of MT) 5,438 5,594 
(2)Motor Vehicles(Thous. of Units) 154 155 
(4)Steel Liquid (Thous.of MT) 1,818 1,991 
(2)Value of Construction Permits 1,584 1,453 
Granted 
MONEY AND PRICES 
(1)Money Supply (M2) 28,°98 29,899 
(1)Public Debt Outstanding n.a 36,833(a) 
(1)Public External Debt n.a 26,690(a) 
(1)Commercial Bank Lending Rate 14 16 
(1)Retail Prices Index-Caracas 286.7 308.8 
(1968=100) (b) 
FOREIGN SECTOR 
(1)Balance of Trade(Merchandise) 8,058 3,383 
(1)Total Merchandise Exports (FOB) 20,181 16,549 
(1)Petroleum and Petroleum Products 19,094 15,659 
(3)Exports to U.S. (CIF) 5,800 4,957 
(1)Total Merchandise Imports (FOB) 324423 13,166 
(3)Imports from U.S.(FAS) 5,445 5,206 
(1)Balance on Current Account 4,000 -3,491 
(1)Balance on Current & Cap. Accts. 2,471 -2,720 
(1)Gold and Foreign Exch.Reserves(c) 18,738 14,183 


FOOTNOTES: 
U.S.$ 1.00=Bs.4.30 
(a) Includes debt of the Central government-owned financial 
institutions and decentralized government agencies and 
enterprises. Data for 1981 are not available. 
(b) Figures are for the end of the period. 
(c) Includes external financial assets of the Central Bank, 
Venezuelan Investment Fund, and Petroleos de Venezuela. 
SOURCES: 
1) Central Bank of Venezuela 
2) Industry Sources 
3) Commerce Department 
4) IV Presidential Message 
5) Ministry of Labor Survey results announced 12/82 
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SECTION 1 -- CURRENT ECONOMIC SITUATION AND TRENDS * 


SUMMARY AND OVERVIEW 


Venezuela faces serious economic problems, as it strives to adjust 
to a decline in its accustomed high oil export income, to the 
devaluation of its currency, and to uncertainties created by 
adjustment measures. However, with total imports expected to 
continue at $9-10 billion per year, Venezuela will continue to be a 
significant export market. 


As a result of the slack oil market, and OPEC's resultant decision 
to reduce prices and production volumes, Venezuela's oil export 
income is expected to decline to about $13.8 billion for 1983, down 
from $15.6 billion in 1982 and $19.1 billion in 1981. Despite this 
trend, merchandise imports rose by over 10 percent in 1981 and 
almost as much in 1982, while serious capital flight in both years 
depleted foreign exchange reserves. In the 14 months from January 
1982 through February 1983, the nation's non-gold international 
reserves fell from about $18.2 billion to about $8.7 billion. 


With the currency overvalued and foreign exchange losses reaching 
unacceptable rates, the Venezuelan Government stopped foreign 
exchange trading on February 18. It then instituted a complex 
system of exchange controls, a de facto devaluation involving a 
three-tier exchange rate, tight price controls, and expansion of 
measures to restrict imports (import prohibitions, licensing 
requirements, and higher duties). The 1983 budget of the central 
government has also been slashed by about 12 percent from actual 
1982 expenditures. This has involved postponing or stretching out 
many investment projects, which will restrain demand for imported 
equipment and technology. 


The new system of controls has sharply cut imports in the past few 
months, partly through slowness in approving foreign exchange and 
price increase requests. For 1983 as a whole, merchandise imports 
are now projected to be $9-10 billion, down some 25 percent from 
1982. Meanwhile, the domestic (non-oil) economy is entering a 
difficult period which should continue through 1983 and 1984. 
Domestic output is expected to decline somewhat in 1983. 
Unemployment is growing, and inflation will rise because of the 
increasing bolivar cost of imports. The uncertainties inherent in 
the situation will also be an inhibiting factor to business 
decisions during the rest of 1983. 


*This report reflects economic trends in Venezuela as of June 1983. 
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A serious related problem is the country's large foreign debt 
overhang. The central government and the decentralized government 
agencies owe about $27 billion abroad, of which $13.7 billion comes 
due in 1983 and $2.6 billion in 1984. The government is 
negotiating with foreign banks for a restructuring which would 
postpone those maturities; in the meantime, it has announced a 
moratorium on most principal repayments. The private sector also 
has about $4 billion in foreign debts coming due this year, most of 
which are in a de facto moratorium because of exchange control 
delays. 


However, it would be a serious mistake to underestimate the 
continuing value of Venezuela as an export market. While down from 
the boom years, a $9-10 billion market, backed by even larger oil 
revenues, is one which should not be neglected. Besides this 
significant market for imports in the short-term, Venezuelan 
imports should again turn upward in the latter half of the decade. 
But this market needs to be approached with care, in view of import 
limitations, and the need to confirm importer's ability to pay and 
to transfer funds. 


FINANCE 


The international financial position of Venezuela steadily 
deteriorated over the four quarters beginning April 1, 1982. The 
principal cause of this slide has been the weakening world 
petroleum market that resulted in a 21 percent drop in Venezuela's 
oil revenues in 1982, with a further decline expected in 1983. 
Since oil export earnings account for 85 percent of total dollar 
earnings, this decline immediately affected Venezuela's 
international reserves and necessitated substantial reductions in 
the central government budgets for 1982 and 1983. Most damaging to 
the economy, however, was the extensive capital flight that led to 
a balance of payments current account deficit of $3.5 billion in 
1982. A further deficit is expected for 1983. 


The .government allowed foreign exchange reserves to be drawn down, 
in the expectation that the financial situation would turn around 
in early 1983 with a revival of the petroleum market. But the 
anticipated improvement failed to materialize, and as a result the 
year closed with an officially reported $3.5 billion current 
account deficit while government held non-gold international 
reserves dropped by about $7.6 billion in the course of the year, 
and by an additional $1.9 billion by February 18, 1983. 
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Concerned by accelerated dollar outflows, the administration on 
February 28 decreed a partial devaluation and sweeping exchange 
controls. The decrees implementing the new foreign exchange system 
provide: 


- A preferential exchange rate, currently Bs. 4.30/dollar, for 
approved imports of specified "essential" goods; 


- A prohibition on the importation of some goods and required prior 
licensing of others; 


- A floating exchange rate for travel abroad, for personal 
transfers, and for whiskey purchases; 


- A Bs. 6.00/dollar exchange rate for the importation of goods and 
services not included in the above approved categories; 


- Access to the preferential Bs. 4.30/dollar rate for service of 
most dollar debt of the public and private sectors contracted 
before February 18, 1983; and 


~ Establishment of RECADI, an office within the Ministry of 
Finance, to approve requests for foreign exchange at the 
preferential and Bs. 6.00 rates. 


RECADI has been slow in implementing the new exchange control 
program, and after over three months of existence has processed 
only a part of the numerous applications for dollars at the 
preferential and the Bs. 6.00 rates. Moreover, only a limited 
portion of the foreign exchange approved at these rates by RECADI 
has actually been made available by the Central Bank. 


The government has also experienced difficulty in refinancing the 
external public debt, which totalled $26.7 billion on December 31, 
1982. Last September, then Minister of Finance Luis Ugueto launched 
a program to refinance the $9 billion short-term external debt of 
non-financial public agencies maturing within 12 months. This 
effort collapsed in January after several loans of international 
banks to private Venezuelan enterprises carrying guarantees of 
Venezuelan Government agencies were declared in default. 


With the realization that Venezuela could neither pay off the 
$13 billion in principal due in 1983, nor refinance it on a case- 
by-case basis, bankers and the government met March 30 in New York 
to begin negotiating a comprehensive rescheduling of all debt due 
in 1983 and 1984. A principal demand of bankers was that the 
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government adopt an IMF-type economic adjustment program to 
demonstrate its resolve to cope with the reality of reduced 
petroleum revenues. The GOV, however, has been reluctant to commit 
itself to such a program, and the negotiations are continuing. 
Meanwhile, the government has declared a suspension on repayment of 
principal on most public debt due before June 30, 1983, in order to 
reduce the drain on foreign exchange reserves. In view of the slow 
pace of negotiations with the banks, this moratorium is being 
extended for at least several months. 


In recognition of reduced petroleum revenues, a 1983 budget calling 
for reduced central government expenditures was enacted in March. 
The budget calls for expenditures of Bs. 76 billion, down Bs. 10 
billion from actual 1982 expenditures. A further reduction to 
about Bs. 69 billion is being proposed in the 1984 budget now under 
discussion. 


The external payments problem constitutes a major constraint on 
efforts to revive the stalled economy. The huge debt service 
Obligations preclude large-scale borrowing to finance development 
projects. Nor can such projects be financed from oil revenues, 
expected to decline 1l percent from 1982, or from the diminished 
external reserves. Consequently, the Sixth National Plan was 
scrapped only one year after its August 1981 unveiling. Many 
development projects now underway are being rescheduled or reduced 
in size, while most new projects have been cancelled or postponed. 


PETROLEUM 


Petroleum production in Venezuela for 1982 was 1.9 million barrels 
per day (MBPD) while exports amounted to 1.5 MBPD. This compares 
with production of 2.1 MBPD and exports of 1.8 MBPD in 1981. The 
decreases amounted to 10.1 percent in production and 11.6 percent 
in exports. At the same time, domestic consumption rose only 
slightly, from 387,000 BPD in 1981 to 402,000 BPD in 1982. 


In March 1982 the OPEC countries agreed to a production ceiling for 
the second quarter of the year. Venezuela's share was 1.5 MBPD, 
which the nation met. This had an impact on production and export 
levels for the year and accounts for some of the production/export 
decreases. A steadily declining world oil market, however, 
accounted for the bulk of the reductions. 


Petroleos de Venezuela, S.A. (PDVSA - Venezuela's national oil 
holding company) had export income of $15.6 billion in 1982, down 
substantially from the $19.1 earned in 1981. Due to world oil 
price reductions in 1983, this trend is likely to continue. 
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Venezuela's oil production goal for 1983 was set at 2,025 MEPD. 
However, the London OPEC Conference established a production 
ceiling for Venezuela of 1,675 MBPD of crude oil and 62,000 BPD of 
condensates. Allowing for domestic consumption, the production 
ceiling could hold exports to as low as 1.34 MBPD. However, 
assuming Venezuela also sells oil from its substantial stocks, 
exports will be about 1.5 MBPD for 1983. At an average Venezuelan 
export price of about $25, this will generate oil revenues of about 
$13.8 billion. 


Because of Venezuela's financial stringency, PDVSA has reduced its 
exploration and drilling programs for the year and stopped or 
delayed most major investment projects. Work is continuing on the 
Meneven Orinoco Oil Belt project (Guanipa +100) which is designed 
to produce 100,000 BPD of heavy crude oil by 1988. 


The more expensive Lagoven (DSMA) project has been sharply cut 

back, eliminating most infrastructure and postponing the crude 
upgrading plant to at ledst 1991. Present Lagoven plans call for 
producing 10,000 BPD by the end of this year; this will be blended 
with lighter oils for shipment to refineries. Prospects for U.S. 
firms seeking sales opportunities in the petroleum sector are 
noticeably less than in previous years. Devaluation and 
restrictions on some imports may make this the time for U.S. firms 
to consider establishing manufacturing operations in the oil sector. 


INDUSTRY 


The non-petroleum economy has slowed steeply since the exchange and 
import controls were imposed in February. Lack of confidence in 
the bolivar and the slow promulgation and implementation of control 
procedures have caused businessmen to focus on defensive strategies 
involving layoffs, partial shutdowns, cost-cutting, and prevention 
of shortages. Imports have decreased drastically because. of 
uncertainties, delays in getting dollars at the preferred rates, 
and foreign suppliers' demands for advance payment. 


Protectionism has been expanding through increases in tariff 

rates, import prohibitions, import licensing requirements, and the 
selective approval of foreign exchange requests. These barriers 
have particularly affected trade with Venezuela's partners in the 
Andean Pact. The most important barrier has been the establishment 
of exchange and import controls in February, which have virtually 
paralyzed the import sector. The barriers are designed both to 
improve Venezuela's balance of payment position and to stimulate 
local manufacturing. 
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The aluminum industry exported products valued at $325 million 
during 1982. The recent opening of Interalumina, Venezuela's first 
alumina plant, is expected to save some $200 million in foreign 
exchange by replacing alumina imports for the two existing aluminum 
plants. For the present it uses imported bauxite, but domestic 
bauxite will be mined eventually. 


The plastics industry contracted in 1982, operating at two-thirds 
capacity. Competition from other Andean countries was the 
principal reason. Raw materials costs in Venezuela have been 
higher than in competing countries, making government protection by 
tariff barriers necessary to protect the sector. 


The automobile parts industry, protected over the years by stiff 
local content requirements, will be aided by the current 
devaluation. Just how much the domestic parts industry benefits 
will depend on its ability to increase production. There is some 
question as to how much it can broaden the range of parts produced 
locally. 


The construction industry continues to suffer from the lack of 
liguidity, and it may be late 1984 before a real recovery takes 
place. The industry is now in its fourth year of recession. 
Activity also declined in 1982 because of lower funding for 
government agencies that subsidize construction. Buyer demand has 
been decreasing because of capital flight, rising costs, and high 
interest rates. 


Because of the world steel market, Venezuelan steel exports plunged 
40 percent to 238,000 metric tons in 1982. High production costs 
and low productivity make Venezuelan steel relatively uncompetitive 
in the world market. Domestic sales also declined, primarily 
because the construction industry has been stagnant. 


The Superintendency of Foreign Investment (SIEX) reported that 
direct registered foreign investment grew by nearly 25 percent in 
1982, but most of the reported increase was reinvestment of 
retained earnings, and only a small portion is new capital from 
abroad. The United States accounts for nearly 60 percent of 
foreign investment in Venezuela. Foreign investment continues to 
be controlled by SIEX's strict interpretation of the Andean Pact's 
Decision 24. 


LABOR 


Collective contract negotiations, opened last October between the 
Government and Venezuelan unions, continue at an irregular pace. 





= 


Agreements have been signed with a number of important public- 
sector unions including telecommunications, port workers and postal 
service. However, many other negotiations, including health 
workers and elementary/secondary school teachers, continue 
unresolved despite long-expiredc contracts. Negotiations are being 
watched closely since the government, with an estimated 1.2 million 
employees, is a major factor in the Venezuelan labor market. 
Settlements to date have been moderate, generally providing 
expanded fringe benefits, modest salary increases, and one-time 
bonuses to compensate for the lengthy periods (up to four years) 
without wage adjustments. Strikes have been infrequent and brief. 


In the private sector, labor issues have generally related to the 
down-turn in economic activity. In December 1982 official data set 
the unemployment index at 7.1 percent, but private-sector spokesmen 
publicly estimated it at about 12 percent. Layoffs have increased 
since February's de facto devaluation, and both trade union and 
private sector spokesmen estimated unemployment in late May at 17 
percent. 


Organized labor has continued to call unsuccessfully for a joint 
government-private sector-labor approach to the country’s economic 
problems, and creation of a tripartite commission with authority to 
set mandatory wage and price guidelines. Labor is also urging 
legislation to mandate a one-time across-the-board wage increase of 
up to 40 percent to compensate for the accumulated loss in workers’ 
purchasing power. Consideration of both proposals will be 
complicated by the current political campaign, which culminates in 
national elections on December 4. 


Although CTV continues to be a highly disciplined and responsible 
labor organization, it has been shaken by the government-directed 
receivership of the Venezuelan Workers' Bank (BTV). Owned 
predominantly (57 percent) by the CTV and its affiliates, the bank 
was an important symbol of CTV's long-term goal of worker 
management of major enterprises. Accusations of malfeasance by 
bank officials have alternated with those of politically motivated 
sabotage by government authorities. 


AGRICULTURE 


Prospects for agricultural production in 1983 remain favorable. 
Needed production credit has not all been made available yet, 
however, which may limit producer planting intentions. Guaranteed 
crop prices have not been increased since 1981. Recent government 
action to allow producers to bypass the Government marketing agency 
and sell directly to the private sector will improve promptness of 
crop payments, providing an additional production incentive. 
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Venezuela will continue to be heavily dependent on imported foods, 
which account for some 40-60 percent of total food requirements. 
For the seven major groups (grains, pulses, edible oils, sugar, red 
meat, poultry meat and dairy products), imports as a percentage of 
total supply amounted to 51 percent in 1982, down from 57 percent 
in 1981. 


Total agricultural imports from all sources in 1982 were estimated 
at about $1.1 billion. U.S. agricultural exports to Venezuela in 
1982 totaled $671 million compared to $894 million in 1981. The 
1983 agricultural trade outlook is dimmed by the economic and 
financial situation of the country. But while government policy is 
to reduce imports, the government has stated that foreign exchange 
will be made available for the import of essential food products 
and raw materials for the food processing industry. Assuming a 
normal 1983 agricultural production season, imports of bulk 
agricultural products for processing (grains, edible oils, 
Oilseeds, dried milk and sugar) should remain at present levels or 
even show a small growth. Imports of processed foods or food items 
considered luxuries will most likely show a substantial decrease. 
Total 1983 agricultural imports will probably be reduced to below 
$1 billion with the U.S. share of the market in the 55-65 percent 
range. Suppliers which can provide credits may be able to enhance 
their position in the market. 


SECTION 2 -- IMPLICATIONS FOR U.S. TRADE 


Because of its debt repayment obligations and declining export 
earnings, the GOV had no alternative to invoking measures to reduce 
imports and other foreign exchange outflows. The restrictive 
bala.x.e of payment actions, which are still being put in place, 
include: 


Prohibiting the importation of most finished consumer 
goods (some 800 items); 


Raising the exchange rate to Bs. 6.00/dollar for most 
imports; and 


Allowing only certain imports at the preferential exchange 
rate of Bs. 4.30/dollar. These “essentials” are mainly 
agricultural commodities, medicines, and some raw materials 
for pharmaceutical, chemical, paper, and textile industries. 
Imports of capital goods by government ministries and state 
enterprises will also be eligible for the Bs.4.30 rate. 
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The Minister of Finance has stated that these measures aim at 
reducing Venezuela's imports by about $4 billion (from $13.2 
billion in 1982). This can be achieved, for the banned category by 
itself accounts for imports valued at about $3 billion in 1983. 
Imports from the United States, with a market share of 45 percent, 
will probably go down proportionally. 


Venezuela's shrinking petroleum export earnings, compounded by 
dwindling foreign exchange balances, have impacted dramatically on 
the central government budget allocations for major infrastructure 
and industry projects outlined in Venezuela's Sixth National Plan 
1981-85. Some, such as road and bridge building, urban development 
and integrated petrochemical projects, are already indefinitely 
postponed. Others, which are classified as essential for future 
economic development -- Orinoco heavy oil fields, coal mining, 
hydroelectric projects and steel processing expansion -- are being 
stretched out or reduced in scope. 


External financing will become an important factor in how fast and 
completely many of these projects are carried through. The 
Venezuelan Investment Fund, the primary initiator and shareholder 
in major development projects, with reserves of some $1.5 billion, 
continues to inject funds for certain top priority on-going 
projects. These include completion of the Guri Dam, bauxite 
development, ALCASA's aluminum rolling mill, CADAFE's electric 
transmission lines, and a shipyard on the Paraguana Peninsula. 
Even these may be subject to some delays and cut-backs. However, 
the country's most visible major project, the METRO de Caracas, 
which is presently one-third complete, is having funding 
difficulties, and its completion schedule may slip. In the 
petroleum sector, only MENEVEN's natural gas liquids project 
continues as planned. Some other priority projects, such as 
CORPOVEN's gas pipeline from Anaco to El Palito, are still being 
reviewed. 


In a process that will continue for some time, government managers 
are debating the relative priorities of projects and making 
adjustments to match existing financial resources. Inevitably some 
of the ongoing engineering and large procurement contracts will be 
substantially curtailed, and prospects for new contracts will be 
very limited for the next 18 months. 


Nevertheless, Venezuela is not abandoning commerce with the world. 
Imports for the year are likely to be in the $9 to $10 billion 
range, which is a higher level than in any year before 1979. If 
the nation is to continue to meet domestic demand, $9 billion may 
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approach the minimum volume of inputs required by the food and 
manufacturing sectors. 1983 could prove to be a new, lower base 
year from which production and trade will be able to grow once 
again. 


For the next several months, however, local importers will likely 
be cautious as they face continued uncertainty in estimating market 
demand. Repaying accounts due to foreign suppliers will remain a 
problem for some time, and may prove impossible for some businesses. 
New short-term credit from abroad can also be expected to decline 
sharply until Venezuela has overcome its current foreign exchange 
shortfall. 


* U.S. GOVERNMENT PRINTING OFFICE: 1983-381-007:535 








